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Will Business Get Better 


or Worse? 
* 


Is there growing unemployment in your community? Are 
prices and production falling? Are we facing a depression? 
What measures should business, government, and investors 
take to prevent the current economic slump from developing 
into a serious depression? What policy for the American econ- 
omy today? Will business get better or worse? How do you 
view the present business situation? 


Senator Douetas: I would say that we are not now in a depression but 
that we are in a recession. 


- Secrerary Sawyer: With that I think that I fully agree. Of course, 
it is important for us to define the word “recession,” and it is also 
important in answering the question put to describe the datum from 
ich we will proceed. We are now, of course, at one of the highest 
levels of economic activity which this country has ever enjoyed; and in 
an effort to decide whether or not business will get better or worse, that 
nust be kept in mind. 


Mr. Yntema: I agree, but I would like to register the point that where 
we go from here will depend upon some important problems which are 
not yet resolved. 


Sznator Douctas: I would say that the fact that we are in a recession is 
pretty clearly shown from what has happened in the last six to eight 
months. For instance, the physical volume of production in manufactur- 
g and mining is about 13 per cent less now than it was six months ago. 
Tnemployment which at that time was one and three-quarters millions is 
ow up to about three and three-quarters millions. Wholesale prices are 
lown 7 per cent. The cost of living, however, is down only 3 per cent. 
ese figures indicate that there has been a marked decline in business 
t that we are not yet in what may be termed a depression. 


_ Secrerary Sawyer: I agree thoroughly with your appraisal of the situ- 
on, and, of course, neither I nor any other even fairly informed person 
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would deny that there has been a letdown. It is quite important, how- 
ever, as I said a moment ago, for us to appraise the point of departure. 

Today—or at least when the most.recent figures were available, 
which was in June—there are over fifty-nine million people employed in 
this country. Personal income is running at the rate of two hundred and 
twelve billion, which is three billion more than the rate at which it was 
running a year ago and only slightly below the top rate of December, 
1948. We should also bear in mind the fact that retail sales in this coun- 
try are off only fractionally from what they were at the very highest 
point. In other words, those bits of information indicate pretty clearly 
that, although there has been a letdown, our economy is still operating at 
top level. 

In considering the question presented to us today and the possibility 
that business may go off further, we should have clearly in mind that it is 
highly unlikely that we shall have any serious depression. Some of the 
reasons why I make that statement and feel that way are these: In the 
first place, the stock market has certainly had most of the water squeezed 
out of it. Credit today is not overextended. There are at this moment over 
two hundred billion dollars of liquid savings in the hands of our citizens. 
We have a farm price-support program which once in early 1948 demon- 
strated the fact that it does prevent a serious collapse in farm prices. 
We have, today, unemployment benefits which will pay out during this 
current year approximately (even at the present levels of payment) two 
and a half billion dollars. On top of that, we will pay out approximately 
one-half billion dollars in connection with old-age pensions. Federal 
public works already undertaken will run to almost three billion dollars 
during the year 1949 and 1950; and non-federal works (state, munici- 
palities, and so forth) will run to approximately three billion and seven 
hundred million. So that there will be a total of public works of consider- 
ably over six billion dollars. ‘ 

It is interesting to note in that connection that the year during he 
Roosevelt Administration when the greatest benefits were put out in the 
way of pump-priming or making employment, the highest payment was 
less that two and a half billion dollars. In other words, this year unem+ 
ployment insurance alone will pour back into the hands of our citizen: 
for expenditures more than was given in the top year of the thirties 
when times were not quite so good. And, in addition to that, the govern 
ment is carefully watching the situation and prepared, if it become: 
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necessary, to take whatever action government can take to remedy a 
situation if it gets worse. 

I would like to add one further thought. In spite of the material factors 
which I think argue against any serious depression, I must recognize and 
so must anyone else that there is a psychological factor which is of the 
very greatest importance. I can illustrate that by an experience which I 
had a few days ago. I stopped in a small town to have gasoline put in my 
automobile tank, and the man at the filling station got into conversation 
with me. I said, “How is business?” 

_ He said, “Business is fine.” 

I said, “How does it compare with a year ago?” 

He said, “It’s even better than a year ago.” And then, after a moment’s 
hesitation, he said: “Of course, I don’t know how long it will last, be- 
cause I hear that times are not going'to be very good.” 

That is a perfect illustration of what I mean. In other words, business, 
so far as that man knew, was good, but he was a little scared, because he 
had heard stories that it was going to get very bad. The same thing, of 
course, applies to men who are in business on a much larger scale. I made 
a speech in New York, last December, in which I tried to point out to the 
National Association of Manufacturers that the thing most to be feared 
was that businessmen would get scared and in their fear would shut 
down their businesses or begin very rapidly to reduce their inventories. 

pointed out that that would have a cumulative and deflationary effect 


which might be harmful. 


Mr. Yntema: I would like to register agreement with most of the 
points which you have made. In 1948 came the end of the postwar infla- 
tion, and, beginning last fall, production, employment, and prices began 
to go down. It is noteworthy that the decline has been so very gradual 
and over a period of eight months. In the second place, I think that it is 
noteworthy that the decline has not accelerated, even though some of the 
‘indices suggest misleadingly that it has, in fact, accelerated. I would also 
agree with the fact that we are still in boom levels of production and that 
total production and consumption is about 50 per cent higher than it was 
in 1940, prewar. 

I would like to agree also that the present situation is unusually sound 
in certain important respects. For example, the money supply is ade- 
quate; it is not readily subject to collapse. 


Senator Douctas: There is no danger of bank runs up to now. 
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Mr. Yntema: That is right. And general credit is not overextended. 
People have very large holdings of ete assets, much larger than they 
had before the war. 


Secretary Sawyer: And they are much better distributed too, are 
they not? 


Mr. Yntema: That is right. They are widely distributed. And the re 
of business inventories in general is not excessive in relation to the 
volume of business being done. I would say that things being as they are, 
it is practically impossible to have, in the next year or two, a collapse of 
the 1929-32 variety. 

On the other hand, I do not think that we ought to kid ourselves. 
There are some very important factors which are going to influence 
whether business gets better or gets worse in the times immediately 
ahead. I would include these items: First, there is the problem of what 
happens to inventories—whether they go up or go down. They operate 
as a very important factor in the situation. 


Secretary Sawyer: What part has the inventory change playlias in 
your opinion, in this change which has taken place? 


Mr. Ynrema: It has been very important, in the past few months 
especially. In the last three months, business inventories have fallen off 
quite rapidly. 


Senator Dovctas: In other words, purchases by retailers and whole- 
salers from manufacturers have decreased much more rapidly than pur- 
chases of customers from retail stores? 


Mr. Yntema: That is right. 


Senator Douctas: And that has resulted both in a decline in inven= 
tories and a decrease in production and an increase in aa 


ie 
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Mr. Ynrema: That is correct. There is no doubt about that and espe 
cially in the last three months though not in the earlier phase of thi 
decline. Recently, the reduction in business inventories has been a oa 
important factor. 


SrcreTary Sawyer: And that reduction has taken place, has it not, 
owing to the fear of those having the inventories that things might get 
worse and that they had better not be caught with high-priced inven= 
tories? Plus, perhaps; there was an idea that prices might go down. 
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THE NATION’S ECONOMIC BUDGET 
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Mk. Ynrema: That is partly true. I think that there also has been some 
reduction in inventories as supplies have become more plentiful. The 
safety stocks which have had to be held are not now so large as have in 
the past been required. There are other factors to which I would give 
attention. The demand for durable goods, I think, will slump in the 
period immediately ahead—or at least will decline. Let us not say 
“slump.” 


Senator Douetas: Why is that? Why do you expect the demand for 
durable goods to fall? Is it because people have been stocking up on 


refrigerators and radios and automobiles so that the consumer’s pipeline 
el be more or Sas filled? 
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Mr. YnTEMA: That is right. We now have nearly as many automobiles 
in the country as the people want to-own.at these levels of income. 


SECRETARY Sawyer: Not as many Fords, of course. 


Mr. Yntema: No, not nearly as many Fords. We are producing cur- 
rently at the rate of seven and one-half million automobiles a year, and 
that rate will probably not be maintained. The situation is similar with} 
plant and equipment. We have had a great boom in that, and I would 
expect some cutback. 


Senator Douctas: Yes, the volume of investment last year was very 
high, about nineteen billions of dollars. 


SEcRETARY SAWYER: May I add that plant and equipment investment is 
running at about the same rate for the first six months of this year. 


Mr. Ynrema: That is correct. But there are indications that the rate 
of investment probably will decline. 


Secretary Sawyer: That is true but not markedly, however. 


Mr. Ynrema: That is right. One very important factor which I do not | 
think is widely understood is the balance of receipts and expenditures of 
the federal government and the state and local governments, which I 
believe will play a most important part over the next year or two. And, 
finally, the fourth round of wage increases is a problem which is urgent 
and which has to be solved. | 


Senator Dovetas: Shall we take these points up in turn, then? Let us 
take the inventory factor. As I see it, during the war inventories, in the 
hands both of the wholesalers and of retailers, were drawn very low, and 
consumers used up their clothes and furniture, and so forth. So that after 
the war there was a demand to fill all these, and that contributed to the 
expansion. When the stocks have been built up, then the failure to in- 
crease, in itself, will give rise to some decrease in production. Then, if the 
stocks are reduced somewhat, that causes an accelerated rate of decrease. 
And would you not say that that had been a factor in the unemploy- 
ment, particularly in soft goods—textiles, clothing, furniture, paper, and 
so forth? 


Mr. Yntema: I agree, but I would make one amendment to the first 
part of your statement. Our inventories were deficient not only as a result 
of the war but as a result of ten years of depression. * 
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Senator Douctas: Yes, that is correct;-of course. 


Secretary Sawyer: Is it not true that, as prices go down, this demand 
will to a large extent return? I think that we are experiencing some of 
that already, are we not, in textiles and soft goods? 


Senator Douctas: Yes, that is true, I believe. Prices come down, and 
people feel that the bottom has been reached. If they think that prices are 
going to go down still further, then they will hold off. But if they have 
the feeling that the bottom has been reached, then there will be a very 
healthy revival. 


Secretary Sawyer: Exactly! And that is where the psychological fac- 
tor comes into play, has been in play, and may still be, for that matter. 


Mr. YnTeEMA: It is happening in nondurable goods and in nonferrous 
metals. Prices have gone down and have now started to bounce upward. 


SgcRETARY Sawyer: They may even continue to buy automobiles if the 
prices go down a bit, Yntema. 


Mr. Ynrema: Well, that may be. 


Senator Douctas: That might be a very good thing for the automo- 
bile manufacturers to do. Such a decrease in prices on the part of the 
automobile manufacturers would greatly aid business FECOW ERY and we 
hope i it may be forthcoming. 


Mr. Yntema: I am sure that, as we learn how to make automobiles 
more efficiently, we will make them cheaper, provided that wages do not 
outrun productivity. 


Stnator Douctas: I want to pay a tribute to your company, Yntema. 
On the whole it has been your company which has worked for competi- 
tion in the automobile industry; and I sometimes suspect that if it had 
not been for the original Henry Ford, automobiles might have had a 
high-priced, limited market, as many other industries have. 


Mr. YnTeMa: May I say that we are still at it. 


Sucretary Sawyer: And he has proved the point that what we need is 
mass purchasing power. 


Senator Douctas: That is correct. We need broad distribution of in- 
come so that people may be able to buy. 


Mr. Yntema: That is part of it, but we need other things, too. 
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Senator Douctas: I would say that. 
SycreTary Sawyer: We have no argument on that. 


Spnator Douctas: Yntema, you are making a very eloquent argu- 
ment for the economic policies of the Democratic Administration. 

SporETARY Sawyer: I have no objection to that being the case. 

Mr. Ynrema: I am very glad to speak on that point if you like. There 


havg been, I believe, some things which have been right in the policies of 
the Democratic Administration... 


Secretary Sawyer: That is a gracious statement on his part. 
Senator Douctas: Very handsome. 


Mr. YnreMa:...and some things which have been mistaken. I think 
that the tax policy, up until July, was misguided. That is one of the 
factors. 


Senator Dovuetas: You mean up until July of last year? 
Mr. Ynrema: Up until July of this year. 
SrcreTary Sawyer: But whose tax policy was it last year? 


Senator Dovetas: The reduction of 1947 was put through by the 
Republicans. 


Mr. Yntema: Well, Paul, you asked for this. 
Senator Douctas: I know. 
Sxcretary Sawyer: And against the opposition of the President. 


Mr. Yntema: No, I do not want to be quoted here as approving all the 
policies of the Administration. As a matter of fact I think that there is a 
basic misconception in many places in Washington with respect to the 
proper role of government in relation to the economy. 


Secretary Sawyer: And in other places than Washington. 


Mr. Ynrema: I think that there is a misconception also among many 
on the other side, many Republicans, with respect to the proper role of 
government. And, over the long pull, I would raise this as one of our 
most important political-economic problems. r 


Srvator Douctas: Do you favor the general proposition that in 
periods of prosperity and advancing prices the government should col- 
lect more in taxes than it pays out and use the surplus to retire the debt 
and to reduce the amount of monetary purchasing power, thus dampen- 
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ing down price increases? That is, do you accept governmental surpluses 
in periods of prosperity? 

_ Mk. Ynrema:I would not only accept them but I would go so far as to 
say that the factor which saved us in 1948 from further inflation was the 
ten-billion-dollar surplus of the federal government for which no one 
can take any credit; it happened in spite of ourselves. 


Senator Douctas: In other words, we are very fortunate that the tax 
decrease which the Republicans put through the preceding year was 
vetoed by the President, because if that tax decrease had not been vetoed, 
we would not have had the surplus? 


Mr. Yntema: I do not want this to degenerate into a political debate. 
Senator Douctas: No, I do not, either. 


Secretary Sawyer: Let us get back to the original question then of 
whether business is going to get better or worse. 


Mr. Yntema: Fiscal policy is a very important factor as to whether 
business will get better or worse. You asked me if I would go along 
with the policy of a surplus in periods of prosperity. I would say “Yes,” 
and furthermore I would say that our taxing mechanism and our ex- 
penditure mechanism is set up so that in spite of anything we do (unless 
we do it very badly and bungle it very badly), in a period of inflation 
and boom we will get a surplus. We got a ten-billion-dollar surplus end- 
ing the third quarter of 1948. If business gets very much worse, we will 
get a ten-billion-dollar cash deficit. I would say, therefore, that an infla- 
‘tion cannot go very far, and a depression cannot accumulate to very 
serious proportions, so long as you have that automatic compensatory 
device in the picture. 

Senator Douetas: Then, you accept the converse and think that dur- 
ing a depression (which we do not yet have, of course, and which we 
hope we will not have) a governmental deficit is not a bad thing. 

Mr. Yntema: Yes, but we ought not to go around looking for ways to 
throw money out. 

Senator Douctas: No, I agree; but I mean that a deficit in itself, if 
the government spends more money than it takes in, helps to make 
good the decrease in private expenditures and is, to that degree, a stabiliz- 
ing factor. 

_ Mr. Ynrema: Certainly. We ought to recognize that the government 
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budget operates as a very powerful device countering the ups and downs 
in business, and we-ought not to weep when we have a deficit in bad 
times. That is a stabilizing device; and we ought to be thankful for a 


surplus in boom times. The swing there can be of the order of twenty 
billion dollars. 


Senator Douctas: You mean that it can go from a surplus of ten 
billion to a deficit of ten? 


Mr. Ynrema: That is right. And so long as that is operative, I would 
say that we could not have an enormous inflation or deflation. 

But let me go on also to make the point very strongly that we need 
economy in government. Nothing I say should be interpreted as advocat- 
ing big government expenditures. One of the difficulties which we now 
encounter is the huge magnitude of government expenditures. 


Senator Douctas: I am for economy in government and have taken 
some blows in order to get it. But it seems to me that your reasoning thus 
far has been that the government, in spite of itself, has a stabilizing 
influence because the proportion of the national income which it spends 
is so large. 

Mr. YnteMa: That is right. 


Senator Doveras: Therefore, your whole argument is based on a 
large volume of governmental expenditures, which, if cut in half, would 
diminish its stabilizing influence. 


Mr. YntemMa: It would diminish its stabilizing influence; but, if cut in 
half, it would also make for another kind of stabilizing influence, and 
that is a much more dynamic economy in which the profit motive was 
constantly an expansionary influence. 


Senator Douctas: There are two ways, of course, of getting a govern- 
ment deficit. One is through an increase in expenditures; the other is 
through a reduction in receipts. Now to some degree we, of course, will 
have a reduction in receipts because the decline in business-income 
activity will diminish the amount of taxes paid by corporations and by 
persons in the upper income brackets. Would you favor a tax reduction 
in itself? 

Mr. Yntema: Not at this time. I do not think that things have got 
bad enough. 


Senator Doveras: Not even on consumers’ goods? Not even a reduc. 
tion in excise taxes? 
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_ Mk. Yntema: I would favor a reduction in taxes if we could cut basic 
expenditures of the government. But the tax-expenditure balance is 
‘approximately correct; and we have to cut back expenditures before we 
“should cut the general level of taxes. On the other hand, if we got a very 
“high level of unemployment, then I would say special action would be 
justified to reduce taxes. 


Secretary Sawyer: How high would unemployment have to go to 
justify a reduction in taxes? Would not the good effect come from a 
reduction now, for instance, as the President suggested? 


Mr. Yntema: The good effect is coming; it is coming right now. 
Senator Douctas: That is, through a further reduction in the receipts. 
Mk. Yntema: That is right. 


Secretary Sawyer: I am talking about reduction in excise taxes, for 
instance. 


Senator Dovuetas: A reduction in rates. 


Mr. YnteMa: You get an inflationary effect from that. My concern is 
that you will get too much of an effect and that what will happen will be 
that you will get a bounce and a further inflation later on. 


_ Secretary Sawyer: The amount of the inflationary effect will depend 
upon the amount of reduction, will it not? 


Mr. Yntema: Yes. Now, I would be all in favor of reducing excises 
provided that we can cut the program of expenditures; but over the long 
run we have to have something approximating a balance in the federal 

budget. 


_ Senator Doveras: Where is the danger point at which you would 
_ reduce the rates of taxation on personal incomes and on corporations? 


Mr. Yntema: I could not give a precise answer to that. I would say 

that if we are running into eight million unemployed, that type of action 

_ would be called for. There would be something wrong in the balance of 
the economy, I would say. 


Senator Dovetas: I would certainly say that. I would put the figure 
lower than that, because the nonagricultural working force in the 
' country is about fifty million. Eight million unemployed would mean 
16 per cent unemployment. We at present have about 73 per cent un- 
_ employment. To put my suggestion into rough but actual figures, I think 
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that our federal budget should be balanced in periods when unemploy- 
ment is running between 7 and 10 per cent. When unemployment is 
below 7 per cent, I would say that -we should maintain a surplus in the 

federal budget. I think that the danger mark in unemployment is some- 

where around 10 per cent. That is, if unemployment in the towns and 

cities rises appreciably above five million, or 10 per cent, we should con- | 
sider and move toward vigorous action. And I would include not merely 

some reduction in taxes, but I would include an expansion of public 
works, an acceleration of housing, carrying-out of big construction works 

in the West and civic facilities in the East. But I do not think that we are 

yet there. 


Secretary Sawyer: Is there not some danger, Senator (and I might say 
the same thing to Yntema), in fixing in advance any figure at which a 
certain program will be undertaken? I mean that we must judge our 
program from time to time based on the actual situation then. For in- 
stance, it would seem to me unwise to say that we are going to undertake 
a certain public works program when the unemployment reaches five 
million or that we are going to reduce taxes when it reaches a certain 
point—you mentioned eight million, which I hope is certainly an im- 
possibility or highly improbable at this time. 

Mr. Yntema: 1 do not think that it is probable in the near-term future. 

SrcreTary Sawyer: It certainly is not indicated at the moment. 

Mr. Ynrema: I would like to make one important point. I would like 
to see very active Federal Reserve policy toward easier credit and increas- 
ing deposits of banks before we get to cutting taxes. ) 

Senator Dovuctas: Through what means? } 

Mr. Yntema: Through open-market purchase of government secu- 
rities. | 

Senator Douctas: To furnish the banks with more reserves. /= 

Mr. Yntema: That is correct. 


Senator Douctas: Does that necessarily mean that business woul 
borrow from the banks? The banks could have ample credit faciliti 
and indeed they have had them. 


Mr. Ynrema: No, but the banks then might purchase securities from 
the public and from persons with funds which they would be much mor 
tempted to spend or to invest. 
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Secretary Sawyer: Are the banks having any difficulty now to get the 
funds to lend if they want really to make loans? 


Mr. Yntema: The banks cannot get the kinds of loans which they 
want; but, on the other hand, the banks also have tightened up some- 
what, and some of the loans are moving out of the banks into the insur- 
ance companies. 


Secretary Sawyer: What about the businessmen getting the kinds of 
loans that they want? What do you think about the small businessman 
and his opportunity for borrowing money today? For instance, there 
are in this country almost four million businesses, most of whom are in 
the small business category. Can they borrow money easily today? 


Mr. YntEma: I do not suppose that they have ever been able to borrow 
money easily. But there are other difficulties. 


Secretary Sawyer: You mean that they can get the money if they can 
prove that they do not need it? 


Mr. Yntema: They could get it, but they also used to be able to get the 
money from people who wanted to go in on “spec,” chance, too. 


Senator Douctas: It is hard for small business to get investment funds 
nowadays. That is hard for them, because the whole investment banking 
_ business is geared for big industry, not for small industry. 


| Mr. Ynrema: I would say that it is not geared for any industry very 
: satisfactorily. That is one of the unsolved problems over the long pull. 
We do not have a good means of distributing common stocks to people 
“over the country. 


| Secrerary Sawyer: Is that the reason why there has been such a reten- 
| tion of earnings by the corporations? 


| Mr. Ynrema: That is one reason for it—that and inflation—and, fur- 
thermore, the fact that those earnings are in a considerable part fictitious. 
They are bookkeeping earnings and not real earnings, in part. 


Secretary Sawyer: You mean because of amortization? 
Mr. Ynrema: And inventory appreciation which is not real. 


_ Secrerary Sawyer: Corporate earnings in the first half of the year, as 
you probably know, fell off about 14 per cent. 


_ Mr. Ynrema: In the second quarter I think that they are down 30 per 
cent from their peak of last year. 
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Senator Dovetas: Yes; I think that that is right. 
Mr. Ynrtema: It is approximately that. 3 


SEcrETARY SAWYER: The total for the half-year is about 14 per cent. [ 
That includes inventory adjustments, I think. 


Mr. Yntema: That is right. 

I would like to make one further point. What happens to business is 
going to depend considerably upon whether or not we have a fourth 
round of wage increases. I know that we are near the end of our discus- 
sion and we cannot go into that at length. But if we have a large and 
wide round of wage increases, it will raise the incomes of the people who 
are employed; it will raise costs; but it will also raise prices or pre- 
vent price reductions. It will increase the need for cash in relation to 
incomes and costs. My judgment is that if there is a substantial round of 
wage increases, it will tend to reduce demand and reduce employment. 


Senator Doveras: Will not the two roughly balance each other— 
namely, the increase in cost is roughly balanced by the increase in money 
income so that the level of economic activity is approximately the same 
as it was before? . 

Mr. Ynrema: That is right; but you have need for higher cash 
balances. 

Senator Douctas: I agree. 

Secrerary Sawyer: The real question is what the man’s real wage is, 
is it not? In other words, the question of prices is constantly related to 
the matter of wages. 3 

Mr. Ynrema: That is not the only question. It is also a question of 
whether there is enough cash to do business with, and, the higher the 
level of prices and wages, the less effect you get from a given iki 
supply. i 

SECRETARY SAWYER: Of course, no man can operate his business in- 
definitely without a profit. That is what you are saying. And he cannot 
even employ men unless he can operate at a profit. ; 


Mr. Ynrema? No, that is only part of what I am saying. There is also 
the fact that if you raise the level of wages and prices, what you will tend 
to do will be to reduce the effect of money balances upon expanding 
employment. 
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